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ARE  THE  RAILROADS  GETTING 
THEIR  DUES? 

Address  of  Hon.  John  G.  Lonsdale,  President  of  the 
National  Bank  of  Commerce  in  Saint  Louis,  Mo. 

IT  gives  me  pleasure  to  be  with  you  gentlemen  today  and  have 
the  honor  of  addressing  you.    My  pleasure  would  be  still 
greater  if  I  came  with  the  consciousness  of  a  solution  for 
the  problems  with  which  you  are  so  freely  confronted. 

To  all  those  who  give  attention  to  the  underlying  causes  of 
a  nation's  welfare,  the  trend  of  the  railroad  situation  in  this 
country  for  the  past  several  years  has  been  alarming;  in  fact, 
so  very  alarming  that,  were  it  my  purpose  merely  to  offer  a 
categorical  answer  to  the  question,  "Are  the  railroads  getting 
their  dues,"  I  should  voice  an  emphatic  "no,"  and  sit  down 
with  the  knowledge  that  my  opinion  could  not  be  successfully 
challenged.  But,  while  I  do  not  intend  to  delve  very  deeply 
into  railroad  history  and  statistics,  still  I  wish  to  elaborate 
my  "no"  just  a  little. 

Fifty  million  people  in  this  country  are  owners  of  railroad 
securities,  either  directly  or  through  investments  in  banks  and 
insurance  policies;  but,  strange  as  it  may  seem,  these  people 
are  just  being  waked  up  to  the  fact  of  their  ownership  through 
the  educational  work  of  the  National  Association  of  Owners 
of  Railroad  Securities — an  organization,  by  the  way,  that  is 
deserving  of  the  active  support  and  co-operation  of  the  man- 
agement of  all  railroads.  However,  there  are  other — and,  to 
the  careful  student,  more  important — considerations  that  call 
for  a  broad  public  interest  in  railroad  prosperity.  Our  nation 
as  it  exists  today  has  been  welded  and  held  together  no  less  by 
our  railroads  than  by  our  Federal  Constitution  and  form  of 
government.  So  important  to  our  business  and  industrial  life 
is  the  existence  and  operation  of  this  great  railroad  system  that 
if  all  the  property  of  which  it  is  composed  were  to  be  suddenly 
destroyed,  the  real  estate  owners  of  the  nation,  in  order  to 
uphold  the  values  of  their  lands,  could  well  afford  to  donate  the 
twenty  billion  dollars  necessary  for  replacing  every  railroad. 
It  seems  unaccountable,  therefore,  that  the  Interstate  Com- 


merce  Commission  should  actually  place  the  life  of  this  great 
industry  in  jeopardy  by  its  refusal  to  grant  an  increase  of 
rates  commensurate  with  the  increased  costs  of  operation.  It 
is  hard  to  say  what  considerations  dictated  this  refusal. 

When  the  federal  government  in  1887  eliminated  competition 
as  the  governing  factor  in  the  fixing  of  railroad  rates,  it  devolved 
upon  that  government  to  allow  rates  that  would  give  the  in- 
dustry a  fair  return  upon  the  capital  invested  and  reasonable 
compensation  for  the  risks  involved.  The  Interstate  Com- 
merce Commission  is  the  particular  branch  of  the  government 
to  which  this  duty  has  been  delegated.  While  other  industries 
are  creating  great  contingency  funds  for  the  expected  after- 
the-war  period  of  depression  and  adjustment,  our  railroads 
are  falling  behind  on  current  dividends  and  expenses.  Gross 
profits  have  vastly  increased,  but  expenses  have  increased 
faster. 

As  a  result  of  these  conditions,  the  flotation  of  railroad 
securities  on  a  satisfactory  basis  is  a  virtual  impossibility. 
Not  only  must  bonds  be  issued  at  high  rates  of  interest,  but 
even  then  they  must  often  be  sold  at  a  ruinous  discount.  And, 
at  the  present  moment,  on  account  of  heavy  governmental 
requirements  for  capital,  the  railroads  are  still  further  ham- 
pered, until  it  seems  that  the  government  may  be  forced  to 
render  assistance.  This  may  be  done  by  directly  furnishing 
capital  in  the  form  of  loans;  or,  the  situation  might  be  some- 
what relieved  by  encouraging  the  rediscounting  of  railroad 
obligations  by  the  federal  reserve  banks.  On  June  11,  1917, 
in  reply  to  an  inquiry  as  to  the  eligibility  for  rediscount  of 
90-day  paper  of  a  certain  waterworks  company,  the  Federal 
Reserve  Board  wrote  as  follows:  "If  the  proceeds  of  the  paper 
under  consideration  have  been  or  are  to  be  used  to  provide 
funds  for  pay  rolls,  purchases  of  coal,  etc.,  and  if  the  paper  is 
otherwise  in  conformity  with  the  law  and  the  provisions  of 
the  board's  regulations,  it  is  eligible  for  rediscount  by  the  federal 
reserve  bank."  This  ruling  would  no  doubt  apply  to  railroad 
paper  as  well. 

The  government  prescribes  the  system  by  which  all  rail- 
roads shall  keep  their  books,  and  these  records  should  therefore 
be  satisfactory  as  a  means  of  determining  whether  any  rail- 
road's financial  condition  is  such  as  to  make  its  paper  eligible. 

Of  course,  I  realize  that  providing  for  the  free  rediscounting 
of  railroad  paper  would  not  offer  a  permanent  and  sound 
solution  for  your  problems,  because  any  large  amount  of  out- 
standing short-time  obligations  is  a  menace  to  railroad  success. 
Nevertheless  the  present  moment  calls  for  emergency  measures, 
and  something  must  be  done  quickly.    A  public  statement 
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from  the  reserve  board  signifying  its  willingness  to  accept 
such  paper  for  rediscount  would  have  the  effect  of  strength- 
ening railroad  stocks  and  bonds  in  the  estimation  of  the  in- 
vesting public,  in  addition  to  providing  a  considerable  amount 
of  otherwise  unavailable  capital. 

This  matter  of  declining  railroad  security  markets  and 
diminishing  returns  upon  such  securities  has  a  very  serious 
bearing  upon  the  successful  placing  of  United  States  govern- 
ment bonds.  It  is  a  well-known  fact  that  bonds  can  be  more 
easily  and  quickly  sold  to  those  accustomed  to  buying  securi- 
ties— that  is,  to  the  investing  public.  But  this  part  of  the 
public  is  not  prospering  now — ground  is  being  lost  every  day. 
If  the  people  at  large  were  made  to  pay  increased  railroad 
rates,  the  money  would  be  taken  in  great  measure  from  those 
who  will  not  buy  Liberty  Bonds,  or  any  other  kind  of  bonds, 
and  would  be  distributed  in  the  form  of  dividends  and  interest 
among  those  who  will  buy.  Furthermore,  the  return  to  public 
favor  of  railroad  securities  would  have  a  buoyant  effect  upon 
the  money  market  and  business  interests  in  general.  The 
importance  of  propitious  money  market  conditions  in  floating 
government  securities  is  well  recognized.  Pessimists  are  not 
natural  buyers — optimists  are.  And  it  is  going  to  take  an 
enormous  amount  of  security-buying  to  satisfy  the  needs  of 
our  government  during  this  war. 

In  closing,  gentlemen,  I  want  to  impress  this  fact  upon  you, 
if  it  has  not  already  been  driven  home  by  your  experience. 

Regardless  of  how  you  approach  the  railroad  problem  of 
today,  or  what  possible  solution  you  revolve  in  your  mind, 
you  are  always  forced  to  this  one  conclusion:  Relief  must 
come  from  the  federal  govenment.  There  is  no  opposition  to 
increased  rates  among  our  big  shippers.  The  Interstate  Com- 
merce Commission  is  free  to  act.  If  the  commission  will  grant 
a  general  increase,  the  railroads  will  finance  themselves;  if 
not,  and  if  the  present  trend  of  affairs  continues,  the  govern- 
ment must  sooner  or  later  furnish  financial  aid  to  prevent  the 
collapse  of  this,  our  nation's  greatest  and  most  indispensable 
industry.  If  patriotic  appeals  must  eventually  be  resorted  to 
in  order  to  provide  railroad  capital,  I,  for  one,  will  feel  as  fully 
bound  to  respond  as  I  do  to  Liberty  Bond  appeals.  I  thank 
you,  gentlemen. 
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